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Vol. 35, No. 1 (January, 2008) 


OBSCENE COMMISSIONS FOR INTERMEDIARIES 
IN THE SECONDARY MARKET FOR LIFE 
INSURANCE POLICIES 


Describes the emergence of the secondary market 


for life insurance policies, provides evidence of 


obscenely large commissions paid to intermediaries 
in the secondary market, and discusses a civil com- 
plaint by the New York attorney general against 
Coventry First LLC 


LARRY KING’S LAWSUIT AGAINST AN 
INSURANCE AGENT RELATING TO A PAIR OF 
2004 TRANSACTIONS IN THE SECONDARY 
MARKET 
Describes a lawsuit filed in federal court in Los 
Angeles by Larry King, a teievision talk show host, 
against an insurance agent relating to a pair of sec- 
ondary market transactions, presents an excerpt 
from the defendant’s motion to dismiss the lawsuit, 
and discusses the implications of the case for the 
secondary market 


THE NATIONAL UNDERWRITER MAGAZINE 
AND THE SECONDARY MARKET FOR LIFE 
INSURANCE POLICIES 
Discusses an editorial, several advertisements, and 
some feature articles in the October 8, 2007 issue 
of National Underwriter concerning the secondary 
market for life insurance policies, and suggests that 


the secondary market has become a major focus of 


the magazine 
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ANOTHER PROPOSED ALTERNATIVE TO THE 
SECONDARY MARKET FOR LIFE INSURANCE 
POLICIES 
Describes the “LegacyLoan” program developed 
by Entre Global Services, Inc., and concludes that 
the program is an excellent alternative to the 
secondary market for life insurance policies 


WARREN BUFFETT'S LOSING BET AGAINST 
THE BOSTON RED SOX 


Describes a giveaway promotional offer by a 


Boston-based furniture store that is a subsidiary of 
Warren Buffett's Berkshire Hathaway, Inc. 


Vol. 35, No. 2 (February, 2008) 


LINCOLN NATIONAL’S LAWSUIT SEEKING 
RESCISSION OF $30 MILLION OF SPINLIFE, 
AND OTHER DEVELOPMENTS RELATING TO 
SPINLIFE 
Discusses four recent lawsuits involving speculator 
initiated life insurance or stranger originated life 
insurance, indicates that the common thread in the 
four cases is Mutual Credit Corporation, an agent 
owned premium finance company, describes the 
premium financing arrangements that are at the 
heart of the cases, identifies the intermediaries 
involved in the transactions, and discusses a joint 
letter from the chairman and ranking member of 
the Select Revenue Measures Subcommittee of the 
Committee on Ways and Means of the U.S. House 
of Representatives to the U.S. Secretary of the 
Treasury expressing concern about the transactions 
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Vol. 35, No. 3 (March, 2008) 


THE SCANDALOUS FAILURE OF THE HEALTH 
INSURANCE INDUSTRY TO ASSIST IN 
SOLVING THE TRAGEDY OF THE UNINSURED 
IN AMERICA (BY ALAN PRESS) 
Describes the opposition of what is now America’s 
Health Insurance Plans in 1993 to the development 
of a national program of universal health insurance, 
discusses the myths of “socialized medicine” and 
“expanded access,” presents data on infant mortal- 
ity by race and by country, shows excerpts from a 
2006 study by the Kaiser Commission on Medicaid 
and the Uninsured, shows excerpts from an address 
by Johns Hopkins University President William R. 
Brody, and concludes we need a national system to 
meet the health care needs of all our citizens 


FROM THE MAILBAG 
Comments by Larry E. Fondren 


NATIONWIDE’S CONFIDENTIAL METHOD 

OF DETERMINING DIVIDENDS ON LIFE 

INSURANCE POLICIES 
Shows the dividends paid in recent years on a 50- 
year-old life insurance policy in force with Nation- 
wide Life Insurance Company of America, and 
discusses the results of an investigation conducted 
by the New York insurance department 


Vol. 35, No. 4 (April, 2008) 


JONATHAN BLATTMACHR AND THE USE OF 
LIFE INSURANCE IN AGGRESSIVE EFFORTS 
TO AVOID TAXATION 
Discusses two lawsuits filed by clients against 
Jonathan Blattmachr, an estate planning attorney 
associated with the law firm of Milbank, Tweed, 
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Hadley & McCloy, indicates that the first case was 
settled in 2004, and describes how the second case 
ended in 2007 with a mixed verdict after a jury trial 


FROM THE MAILBAG 
Comments by Walter J. Becker and an agent who 
asked not to be identified 


RECENT DEVELOPMENTS INVOLVING LIFE 

PARTNERS 
Discusses an article in Probe featuring a “15.83% 
rate of return” figure taken from a promotional 
brochure printed by Life Partners, Inc., an interme- 
diary in the secondary market for life insurance 
policies, describes my unsuccessful effort to find 
out how the figure was calculated, and mentions 
recent legal actions involving Life Partners 


TAXATION OF LIFE INSURANCE PREMIUMS IN 
ALASKA AND SOUTH DAKOTA 
Describes, in an article related to the lead article in 
this issue, efforts to take advantage of low premium 
tax rates on large policies issued in Alaska and 
South Dakota 


Vol. 35, No. 5 (May, 2008) 


THE MINNESOTA ATTORNEY GENERAL, 
AMERICAN EQUITY, AVIVA, AND THE 
SELLING OF UNSUITABLE ANNUITIES TO 
SENIORS 
Describes Minnesota Attorney General Lori Swan- 
son’s settlement with American Equity Investment 
Life Insurance Company relating to the sale of 
unsuitable annuities to seniors, and her complaint 
against three companies in the Aviva group relating 
to the same subject 


THE CALIFORNIA COMMISSIONER, ALLIANZ, 

AND THE SELLING OF UNSUITABLE 

ANNUITIES TO SENIORS 
Describes a November 2006 order by the Califor- 
nia insurance department against Allianz Life 
Insurance Company of North America relating to 
the sale of unsuitable annuities to seniors, discusses 
a settlement in February 2008, and compares the 
settlement to the Minnesota settlement discussed in 
the first article in this issue 


THE MINNESOTA COMMISSIONER, AMERICAN 
INVESTORS LIFE, AMERUS LIFE, AND THE 
SELLING OF UNSUITABLE ANNUITIES TO 
SENIORS 
Describes an August 2007 consent order entered 
into by Minnesota Commerce Commissioner Glenn 
Wilson and two companies in the Aviva group 
relating to the sale of unsuitable annuities to 
seniors 
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MBIA’S $1 BILLION OFFERING OF SURPLUS 
NOTES 
Discusses the January 2008 issuance of $1 billion 
of surplus notes by MBIA Insurance Corporation, a 
bond insurance company 


CORRESPONDENCE ABOUT OUR FEBRUARY 
2008 ISSUE 
Shows a letter we received from an attorney associ- 
ated with some of the agents mentioned in our 
February 2008 issue, and shows our response 


Vol. 35, No. 6 (June, 2008) 


JULIA M. CARSON 


Dedicates this issue to the memory of Julia M. Carson 


MORE ON THE TRAGEDY OF THE UNINSURED 

IN AMERICA (BY ALAN PRESS) 
Discusses, in a follow-up to an article in our March 
2008 issue, the role being played by government in 
the U.S. in providing health insurance, describes 
the administration of Medicare and Medicaid, dis- 
cusses hospital emergency departments and a 
recent Harvard Medical School study, describes 
financial problems at Grady Memorial Hospital in 
Atlanta, and discusses the views of Senator John 
McCain, Senator Hillary Clinton, and Senator 
Barack Obama on the health care crisis, mentions a 
2008 book by former Senator Tom Daschle, and 
presents some questions and answers on the subject 


THE USE OF SPINLIFE TO FACILITATE 
REPLACEMENT 
Discusses a program advertised by an agent in 
Florida under which a policy issued in a speculator 
initiated life insurance transaction is used to 
replace an existing policy 


“FREE INSURANCE”—WHAT I TELL MY 
FRIENDS (BY STEPHAN R. LEIMBERG) 
Explains some of the many implications of specu- 
lator initiated life insurance transactions 


FROM THE MAILBAG 

Comments by Jack Amster, David A. Babler, Lau- 
rence Barton, Brian S. Brown, Melvin I. Cohen, 
Samuel B. Cohen, Lynne S. Crow, John R. Dean, 
Louis P. DiCerbo II, Jim Douds, Abraham S. 
Ekstein, Daryl Fox, Arthur Frank, J. Lindsay 
Fuller, Richard J. Goglia, Gary Hirschkron, Regi- 
nald L. Jensen, Arthur D. Kraus, Martin A. Lebson, 
Philip R. Liebson, Alan Miller, George A. Norris, 
Harry Phillips, Roger Phillips, Arnold J. Rosoff, 
Robert C. Savage, Lester Speiser, John R. Still, 
Fred Stitt, Wayne Swenson, George Wm. 
Verheyen, John F. Will, Gregory S. Wolff, and 
Thomas J. Wolff 
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Contents 2008 
Vol. 35, No. 7 (July, 2008) 


SHORTCOMINGS OF PRIVATE INSURANCE IN 

FINANCING LONG-TERM CARE 
Discusses the sales letter from the California 
Department of Health Services to California 
seniors promoting long-term care insurance, men- 
tions that the California governor’s name appears 
on the letter, discusses the ways in which long-term 
care insurance is inconsistent with three important 
insurance principles, and identifies eight other 
areas that raise questions about the feasibility of 
long-term care insurance 


EXECUTIVES’ COMPENSATION IN 2007 
Discusses the 2007 compensation of persons who 
received $1 million or more from insurance compa- 
nies, and shows in appendixes the data from 
exhibits in proxies filed with the Securities and 
Exchange Commission, exhibits filed with the 
Nebraska insurance department, and exhibits filed 
with the New York insurance department 


Vol. 35, No. 8 (August, 2008) 


THE UNCONVENTIONAL NAIC SETTLEMENT 

WITH CONSECO ON LONG-TERM CARE 

INSURANCE 
Discusses the May 2008 multistate settlement with 
Conseco, Inc. relating to long-term care insurance 
issued by two Conseco subsidiaries, explains how 
the settlement differs from conventional settle 
ments, and identifies four other unconventional 
settlements involving state insurance regulators 


INSURANCE COMPANIES’ RISK-BASED 

CAPITAL RATIOS 
Explains risk-based capital (RBC) data, explains 
the limitations of RBC data, and includes, in an 
appendix, RBC data for 2007 for large life-health 
and property-liability insurance companies, and for 
small life-health and property-liability insurance 
companies with low RBC ratios 


INSURANCE COMPANIES’ USAGE OF SURPLUS 

NOTES 
Describes surplus notes, and includes, in an 
appendix, the amounts of surplus notes outstanding 
at the end of 2007 in large life-health and property 
liability insurance companies, and in small life- 
health and property-liability insurance companies 
with high surplus note ratios 


FROM THE MAILBAG 
Comments by Harold D. Skipper, George Pickett, 
Richard M. Weber, James L. Ziegler, Jack Brown, 
Robert H. Harmon, and an individual whose name 
was withheld upon request 





Contents 2008 


LIFE INSURANCE COMPANY STATEMENTS 

ON SPINLIFE 
Shows responses from seven companies to which 
I had written concerning our June 2008 article 
about speculator initiated life insurance 


Vol. 35, No. 9 (September, 2008) 


FINANCIAL STRENGTH OF INSURANCE 

COMPANIES 
Provides, in a 32-page special ratings issue, lists 
showing 2,504 financial strength ratings assigned 
to 1,291 life-health insurance companies and 858 
financial strength ratings assigned to 291 large 
property-liability insurance companies as of 
August 1, 2008 by A. M. Best, Fitch Ratings, 
Moody’s Investors Service, and Standard & Poor’s, 
includes a list of 196 life-health insurance compa- 
nies suggested for conservative consumers, 
includes a watch list of 370 life-health insurance 
companies, explains how consumers and their 
advisers may use the information, includes the rat- 
ing firms’ descriptions of their rating categories, 
and includes the distributions of the ratings of life- 
health insurance companies 


Vol. 35, No. 10 (October, 2008) 


THE DECIMATION OF NEW YORK STATE’S 
CENTURY-OLD COMPENSATION DISCLOSURE 
LAW 
Discusses the involvement of the Life Insurance 
Council of New York in enacting an amendment 
that decimated New York State’s life insurance 
executive compensation disclosure law enacted 
after the Hughes-Armstrong investigation of 1905 


THE NEED FOR MORE TRANSPARENCY IN THE 
ACTUARIAL PROFESSION’S DISCIPLINARY 
PROCEDURES 
Discusses four complaints I filed over the years 
against actuaries, explains the need for more trans- 
parency in disciplinary procedures, and mentions a 
recent study by the actuarial profession 


RECENT DEVELOPMENTS AT LIFE PARTNERS 
Updates information in the article in our April 2008 
issue, and describes the settlement of a 2006 order 
issued by the Utah securities division 


TRANS WORLD, MILITARY SALES, AND THE 

GEORGIA INSURANCE COMMISSIONER 
Discusses an April 2008 show-cause order issued 
by the Georgia insurance commissioner directed at 
Trans World Assurance Company concerning sales 
to military personnel, and mentions an order issued 
by the Florida insurance commissioner 
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Vol. 35, No. 11 (November, 2008) 


CONSECO’S SEPARATION FROM A 

FINANCIALLY TROUBLED LONG-TERM 

CARE INSURANCE SUBSIDIARY 
Explains the proposal by Conseco, Inc. to separate 
itself from a financially troubled Pennsylvania- 
domiciled long-term care insurance subsidiary, 
describes the flawed approval procedure followed 
by the Pennsylvania insurance department, and 
suggests that the department should disapprove the 
proposal and seize the financially troubled 
subsidiary as soon as possible 


AN IMPORTANT COURT DECISION ABOUT THE 

INCOME TAXATION OF DEMUTUALIZATION 

DISTRIBUTIONS 
Describes an August 2008 decision by the U.S. 
Court of Federal Claims relating to the income tax- 
ation of distributions to policyholders in the demu- 
tualization of Sun Life Assurance Company of 
Canada, and discusses the widespread implications 
of the decision 


VARIABLE UNIVERSAL LIFE—BUYER 
BEWARE! (BY SCOTT J. WITT) 
Discusses some widely ignored pitfalls faced by 
policyholders of variable universal life insurance 


FROM THE MAILBAG 
Comments by Philip J. Bieluch and David Appel 


Vol. 35, No. 12 (December, 2008) 


DANIEL J. MCCARTHY 
Dedicates this issue to the memory of Daniel J. 
McCarthy 


THE NATIONALIZATION OF AIG 
Discusses the nationalization of American Interna- 
tional Group, Inc., identifies the problems that led 
to the unprecedented action, describes a Congres- 
sional hearing on the subject, and discusses several 
related matters 


MORE ON ACTUARIAL DISCIPLINARY 
PROCEDURES 
Mentions a series of newspaper articles concerning 
the activities of a consulting actuary, and discusses 
the implications for the disciplinary procedures 
used by the actuarial profession 


THE FAILURE OF THE AUTOMOBILE 

INSURANCE SYSTEM (BY CARL E. NASH) 
Discusses the need for higher automobile insurance 
limits to cover the costs associated with major 
automobile crashes 
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1. If the ABCD were reviewing that matter, 
Article X, Section 9 of the Bylaws of the American 
Academy of Actuaries on confidentiality would 
prohibit me from disclosing such a fact. I am, 
therefore, unable to say whether or not the ABCD 
is conducting a review. 

2. I will address your first two questions generi- 
cally by explaining relevant parts of the ABCD 
process. When the ABCD undertakes an inquiry 
into an actuary’s conduct, the ABCD does not 
publicly disclose the results of its deliberations. 
If the inquiry results in public discipline by a 
membership organization(s), it is up to the 
organization(s) to make any public disclosures. 

3. As for your third question, I do not know 
how (or whether) the Times obtained information 
that provided it a basis for making the statement 
that you quoted. While the ABCD’s confidentiality 
restrictions specifically apply to ABCD members, 
investigators, and staff members, they do not bind 
others, for example someone who files a complaint 
or claims to have filed one. 


My Follow-up Letter to the ABCD 

I wrote a follow-up letter to Mr. Griffin. With 
regard to the second sentence of the second paragraph 
of his letter, | asked whether the actuary is free to dis- 
close the results of the ABCD’s deliberations. Also, 
with regard to the second sentence of the third para- 
graph of his letter, | asked whether the ABCD’s confi- 
dentiality restrictions “bind” the actuary. To illustrate 


the latter point, I set up a hypothetical situation: 


Suppose, purely for the sake of discussion, a 
complaint was filed against the actuary by some- 
one who read the Times articles, the ABCD asked 
the actuary to respond to the complaint, and the 
actuary responded to the complaint. Is the actuary 
free to share his response, or something like it, 
with the Times in order to place his side of the 
story before the public? 
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The ABCD’s Response to My Follow-up Letter 
Mr. Griffin again responded promptly. Here are his 
answers to the questions in my follow-up letter: 


Neither the ABCD Rules of Procedure nor any- 
thing else that I am aware of prevents a subject 
actuary from publicly disclosing the outcome of an 
inquiry involving that actuary. 


The ABCD’s confidentiality restrictions do not 
prevent a subject actuary from sharing or publish- 
ing the responses that he/she has provided to the 
ABCD. 


Conclusion 

In my October article, | quoted from a letter the 
ABCD chair wrote to me in April 2008 about a com 
plaint I had filed. He asked me to “continue to 
observe confidentiality.” He also said: 


To state or intimate that an actuary was the 
subject of an investigation could unfairly tarnish 
the actuary’s reputation and could harm the 
integrity of the investigative process. 


I agree. However, once it has been stated—in The 
New York Times of ali places—that an actuary is the 
subject of a disciplinary review, the actuary may need 
to have an opportunity to respond publicly. In this 
case, the articles in the 7imes suggested but failed to 
present hard evidence that Mr. Schwartz's projections 
and valuations were improper. Also, the notion that 
legislators were unaware of his long connection to the 
employee unions is difficult to accept. Thus there are 
important questions to be raised about the attacks by 
the 7imes on his professional integrity. It is encourag 
ing that there are no restrictions on his ability to go 
public with his side of the story. Whether he should 
do so and, if so, whether he should do so before or 
after the ABCD completes its review, are questions 
that only he and his attorney can answer. 


THE FAILURE OF THE AUTOMOBILE INSURANCE SYSTEM 
by Carl E. Nash 








Editor's note: Carl E. Nash received his Ph.D. in physics from the University of North Carolina at Chapel Hill. He has 
worked in automotive safety for most of his career: as a public interest advocate, later in executive positions at the 
National Highway Traffic Safety Administration, and currently as adjunct professor of engineering at the National Crash 
Analysis Center of the George Washington University. His interest in insurance began at the Department of Housing and 
Urban Development, where he learned how the insurance company sponsored National Fire Protection Association 
made homes safer, and continued as he followed the progress of “no-fault” automobile insurance at the Department of 
Transportation. This is Dr. Nash’s abridgement of a long article. For the full article, contact him at ce.nash@verizon.net 
His suggestion concerning supplemental automobile insurance raises some of the same issues and concerns raised by 
cancer insurance and other forms of “limited” insurance. Nonetheless, | think his ideas warrant consideration 





The automobile insurance system in the United 
States has failed. This article describes the problem 
and offers a solution. 
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Extent of the Problem 
Motor vehicle crashes kill more than 43,000 people 
annually and seriously injure several times that number. 
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Quadriplegic and major head injuries are common, 
severe consequences of crashes. The National 
Highway Traffic Safety Administration (NHTSA) 
estimates that the economic cost of motor vehicle 
crashes currently exceeds $300 billion annually: more 
than 2 percent of our gross national product. Of that, 
about 15 percent is direct medical costs, 37 percent is 
lost productivity, 25 percent is property damage, and 
the remaining 23 percent includes insurance adminis- 
tration, legal costs, and other expenses. 


The Current System 

Automobile insurance generally assumes someone 
is at fault for a crash. The person at fault is held 
responsibie—commonly through third-party or liabil- 
ity insurance—for an innocent person’s costs arising 
from a crash. Automobile insurance also has first- 
party coverage for certain losses when the victim is 
the person at fault, and for a victim’s costs when the 
person at fault does not have liability insurance. The 
system’s complexity adds significant administrative 
costs to the settling of claims. 

Limits on both first-party and third-party coverage 
are so low—typically they are $10,000 to $100,000 per 
injured individual—that they do not begin to cover 
the economic costs of major crash injuries. The cover- 
age is low because of the reluctance of automobile 
insurance companies to offer higher limits, the unwill- 
ingness of consumers to buy insurance with higher 
limits, and the small limits established in automobile 
insurance laws. Each of about 100,000 U.S. crashes 
annually result in major injuries or death and involve 
costs of $1 million or more, based on estimates by 
the NHTSA. 

To the extent they are covered, the costs of cata- 
strophic crash injuries are haphazardly paid from 
health insurance, life insurance, Medicaid, Medicare, 
disability insurance, sick leave, product liability 
lawsuits, and other sources. Individuals and families 
that incur large economic crash injury losses are 
often forced to have family members perform major 
care functions and face economic destitution. 


The No-Fault Approach 

In response to the situation, Professors Robert E. 
Keeton and Jeffrey O’Connell outlined the concept of 
“no-fault” automobile insurance in a 1965 article. 
Their ideas were expanded in a book by Professor 
O’Connell and a study by the Department of Trans- 
portation. No-fault was adopted by a number of states 
in dubious forms that did not adequately increase 
insurance coverage for major injuries and fatalities, 
and did not remedy the inefficiency of the system. 
Only two states—New Jersey and Michigan— 
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have even partially successful no-fault systems. The 
factors that stopped no-fault, beyond its unfortunate 
name, were: 


¢ No-fault was perceived as unfair by a public 
that thinks incompetent or misbehaving drivers 
are responsible for most crashes. 


e Attorneys who make a living on lawsuits 
arising from vehicle crashes saw no-fault as a 
threat to their livelihood. 


e Insurance companies saw no-fault as a threat to 
their formula for profitable automobile insurance. 


Other Problems 

A significant part of automobile insurance premi- 
ums pay for petty fraud from false claims, excessive 
claims for minor injuries and losses, and the high cost 
of verifying and settling claims. The limits imposed in 
automobile insurance policies can compromise the 
care provided to crash victims. For example, when a 
hospital knows it will not be adequately paid, its pri- 
ority is to stabilize patients and get them discharged 
as early as possible. Such patients may not get the 
reconstructive surgery or rehabilitation that might dra- 
matically improve their quality of life. In addition, 
current policies cover little or none of a victim’s 
wages lost as a consequence of a crash injury. 


A Suggested Solution 

To serve its basic purpose, automobile insurance 
should cover most of the costs of severe crash injuries 
and fatalities including the victim’s lost wages. These 
costs can be spread among the hundreds of millions of 
motorists, few of whom will ever be involved in a 
major crash. 

Rather than reforming the current system, I propose 
a supplemental first-party insurance with a large 
deductible—as much as $100,000, much of which 
could be paid by the underlying insurance—and with 
upper limits of at least $10 million. This insurance 
would protect people from the catastrophic economic 
consequences of major crash injuries. Based on 
historical crash and economic data, I have found 
that such a product would cost less than $100 per year 
for a very safe vehicle. 

With this insurance, safety of vehicles—defined as 
the probability that an occupant would suffer a serious 
to fatal injury in a crash in the vehicle—would 
become a critical rating factor. Vehicles that are 
deemed unsafe (as measured by historical crash data 
and from crash testing) would have premiums as 
much as 20 times as high as for safe vehicles. This 
would give automobile manufacturers a strong market 
incentive to improve the safety of their products. 
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